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Preface
Insurance companies have recently increased premiums considerably, decreased
amounts of coverage offered, increased deductible amounts, or stopped offer
ing certain kinds of coverage, resulting in what has been termed an insurance
crisis. As a result, many businesses and governments have reduced their in
surance coverage, increasing their exposure to risks of loss.
The Accounting Standards Executive Committee of the American Institute
of Certified Public Accountants (AICPA) appointed a Task Force on Disclosure
of Insurance to study the kinds of disclosure that would be desirable to inform
users of financial statements of such risks. This report is the result of the task
force’s efforts.
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Introduction
Early in 1986, the Accounting Standards Executive Committee (AcSEC) of the
American Institute of Certified Public Accountants appointed a Task Force on
Disclosure of Insurance (the task force). AcSEC asked the task force to con
sider whether reporting entities should be encouraged or required to disclose
risks of loss to which they are exposed from the following kinds of events because
they have not transferred the risks to unrelated third parties through insurance:
torts1; theft of, damage to, expropriation of, or destruction of assets; business
interruption; errors or omissions; injuries to employees; or acts of God. This
report discusses the task force’s findings and presents AcSEC’s conclusions
and recommendations.
Disclosure of noninsurance was previously considered by the Financial
Accounting Standards Board (FASB) in the development of Statement of
Financial Accounting Standards No. 5. That Statement concluded that “ because
of the problems involved in developing operational criteria for disclosure of nonin
sured or underinsured risks, this Statement does not require disclosure of nonin
sured risks. However, the Board does not discourage those disclosures in ap
propriate circumstances.” 2

Background
Reporting entities are ordinarily exposed to risks of loss caused by torts; theft
of, damage to, expropriation of, or destruction of assets; business interruption;
errors or omissions; injuries to employees; or acts of God. The entities usually
transfer such risks to some extent to unrelated third parties through insurance.
There may be times, however, when reporting entities cannot obtain insur
ance coverage for such risks or cannot obtain coverage at costs they consider
justified.
The possible consequences of not transferring all or a portion of such risks
to unrelated third parties through insurance include losses from claims, curtailed
research and development and manufacturing, and contraction or cessation
of other activities.

1. A tort is defined by Black’s Law Dictionary (5th ed.) as a private or civil wrong or injury, other
than breach of contract, for which the court will provide a remedy in the form of an action for
damages. An example is an injury resulting from defective products.
2. FASB Statement of Financial Accounting Standards No. 5, paragraph 103. Unless otherwise
specified, all subsequent references to paragraph numbers are to this statement.
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To mitigate the potential consequences of not carrying insurance, many
enterprises have implemented or improved existing risk management programs.
The purpose of such programs is to minimize risks, not to transfer risks. The
programs generally include identification and analysis of potential risk areas,
product quality control, timely repair of equipment, product recall contingency
plans, damage control systems, and safety procedures. Management’s judg
ment as to the proper balance between risks transferred to independent insurers
and those retained by the enterprise involves complex considerations, includ
ing anticipated costs and benefits and the perceived effectiveness of the
enterprise’s risk management program. Appraising the extent to which risk
management programs are likely to minimize losses is an integral part of the
evaluation of potential risks.
Some entities have chosen to use captive insurance subsidiaries, which
may in effect be the same as carrying no insurance. Other entities have re
placed occurrence-basis3 insurance coverage with claims-made policies.4
Other entities have invested nominal amounts in insurance syndicates, some
of which are essentially independent companies providing bona fide insurance
coverage to syndicate members and the public. Carrying insurance with those
kinds of syndicates effectively transfers risks to independent third parties.

Conclusions
AcSEC’s conclusions on disclosures concerning insurance coverage are stated
in this section. The basis for its conclusions is stated in the next section.
In its Statement No. 5, the FASB said that it did not discourage disclosure
of uninsured risks in appropriate circumstances. AeSEC believes that, though
operational criteria have not been developed for such disclosures as stated
in Statement No. 5, they should be encouraged rather than simply not discour
aged. Accordingly, AcSEC reached the following conclusions:
1.

Publicly held entities and entities with public accountability, such as govern
ments, are encouraged, but not required, to disclose circumstances in
which
a. They are exposed to risks of future material loss related to
i.

Torts,

ii.

Theft of, damage to, expropriation of, or destruction of assets,

3. An occurrence-basis policy covers claims resulting from incidents that occur during the policy
term, regardless of when claims are reported to the insurance carrier.
4. A claims-made policy covers claims reported to the insurance carrier during the policy term.
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iii.

Business interruption,

iv.

Errors or omissions,

v.

Injuries to employees, or

vi.

Acts of God, and

b. Those risks have not been transferred to unrelated third parties through
insurance.
2.

Each reporting entity should decide the matters to be disclosed, depend
ing on its circumstances. A standard form of disclosure is therefore not
recommended. The following are some of the matters reporting entities
might consider for disclosure:
a. The actual and potential effects of losses from such risks on the entity’s
historical or planned operations, including exposure to losses from
claims, curtailment of research and development or manufacturing, or
contraction or cessation of other activities, such as discontinuance of
a product line
b. Comparison of current insurance coverage by major categories of risk
to coverage in prior periods, without necessarily quantifying such
coverage or changes in coverage
c. Recent claims experience
d. A description of the reporting entity’s risk management programs

3.

Disclosure of this kind is experimental. Its location in a financial report
therefore depends on the judgment of those preparing the financial report.

Basis for Conclusions
This section discusses the task force’s preliminary conclusions concerning
disclosure of insurance and factors AcSEC considered significant in reaching
its decision on the kinds of disclosures to recommend.
The task force presented its preliminary conclusions to AcSEC in July and
October 1986. Those conclusions were that a reporting entity should be required
to disclose, in notes to its financial statements, circumstances in which it was
exposed to risks of loss relating to torts and other insurable risks, if it had not
transferred those risks to unrelated third parties through insurance and it was
at least reasonably possible that retention of those risks could result in an event
having a severe impact on the entity’s future cash flows or results of opera
tions. Any such disclosures would have been required of both public and non
public entities, but would not have been required to be audited.
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The following were the task force’s primary reasons for concluding that
a reporting entity should be required to disclose circumstances concerning
noninsured risks:
•

The financial press, some testimony at recent congressional hearings, and
allegations in certain court cases imply that users expect financial
statements to alert them to possible problems faced by reporting entities.
The risk of loss from noninsurance is one such problem.

•

Disclosure of exposure to noninsured risks would help financial statement
users assess uncertainties that could significantly affect an entity’s cash
flows and results of operations. That is one of the primary objectives of
FASB Concepts Statement No. 1.

•

Absence of insurance, through noninsurance of certain risks, meets the
definition of a loss contingency under FASB Statement No. 5. Though FASB
Statement No. 5 disclosure requirements emphasize loss contingencies
for which it is reasonably possible that a loss has been incurred, certain
loss contingencies, for example, guarantees, are required by FASB State
ment No. 5 to be disclosed in the financial statements though the possibility
of loss may be remote. In the absence of insurance, the possibility of loss
may impose risks on an entity that are greater and less remote than those
for guarantees and similar items now required to be disclosed.

•

Disclosure of untransferred risks is necessary even though precise opera
tional criteria have not been developed. Though a disclosure requirement
based on untransferred risks of loss would call for exercise of judgment,
many other elements of financial reporting contemplate judgment by
management. Management should be in a position to determine required
disclosures because of its understanding of the entity’s activities.

The task force’s primary reason for concluding that severe impact should
be the threshold for disclosure was that restricting the required disclosures to
circumstances in which exposure to risks could severely impact a reporting
entity’s future cash flows or results of operations would filter out disclosure of
a broad array of risks with minimal likelihood of occurrence or potential severe
impact. Were such an array of risks disclosed, they could detract from the
usefulness of more significant and relevant items.
The task force also concluded that because the disclosures involve forwardlooking assessments and are experimental, they should not be required to be
audited. Moreover, such disclosures would require complex judgments and
a thorough understanding of the underlying insurance principles and risk fac
tors. Such knowledge often would exceed that normally included in an auditor’s
expertise and, accordingly, would require extensive consultation by the auditors
with insurance experts, thereby adding significant costs to the audit.
The task force considered whether public and nonpublic entities should
be required to make the disclosures and concluded that though users of non
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public financial reports generally have substantial information available to them
outside the financial statements, it is not possible to predict who all the users
will be or whether they will be privy to such other information. The task force
therefore concluded that all reporting entities should be required to make the
disclosures.
AcSEC did not support the task force’s conclusions because AcSEC was
concerned that required disclosures of the kind recommended by the task force
would involve consideration of a multiplicity of factors, none of which provides
an objective way to evaluate risks, either separately or in the aggregate. The
factors include the risk profile of an entity, such as nature and concentration
of business; the adequacy of insurance coverage; the effectiveness of risk
management programs; the severity of potential losses; and the solvency of
insurers. AcSEC was also concerned that extension of the current disclosure
rules to cover possible adverse effects of noninsurance would require predic
tive analyses of a kind normally found outside the financial statements.
Instead, AcSEC considered requiring the following disclosures, which it
considers to be objectively determinable:
•

The amounts of insurance coverage and whether the entity has claimsmade or occurrence-basis coverage at the balance sheet date

•

Premiums paid for periods covered in the financial statements

•

Total claims settled by the entity for each year reported in the financial
statements including the average and the largest claim settled

•

Amounts of recoveries from others, such as from insurance carriers, by
type of claim

That kind of information might help users of financial statements make judg
ments about the entity’s exposure to risk and would have the qualitative
characteristics of verifiability and comparability. AcSEC, however, did not support
a requirement for those disclosures, primarily because such disclosures would
be too complex and voluminous to be meaningful to the users of financial
statements.
Another alternative AcSEC considered would have required reporting enti
ties to disclose the amount of insurance coverage for torts at the current and
prior year balance sheet dates, in addition to disclosing management’s judg
ment as to the adequacy of that coverage. AcSEC believes that the area of
torts is of most concern to users of financial statements. AcSEC, however, did
not support that disclosure requirement because it believes the adequacy of
insurance coverage could not be determined objectively.
Although AcSEC agreed that disclosure of noninsurance would be useful,
AcSEC finally reached a consensus that, because the disclosure is experimental
in nature, it should recommend that the disclosure be encouraged but not
required.
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APPENDIX A

Sample Disclosures
These examples of insurance related disclosures from 1985 annual reports are included
as illustrations to help preparers develop the kinds of disclosures encouraged by this paper.
BRISTOL-MYERS COMPANY (1985)
The company’s liability insurance coverage, including product liability insurance, with respect
to insured events occurring after June 30 ,1985, is substantially less than the coverage available
for insured events occurring prior to that date The overall limits of coverage have been material
ly reduced and deductibles have been substantially increased. In addition, environmental
impairment liability insurance is not available These reductions in insurance coverage available
to the company reflect trends in the liability insurance area generally and are not unique
to the company.

BROWNING-FERRIS (1985)
The Company is involved in various matters of litigation, including environmental matters
relating to governmental actions resulting from the Company’s involvement with certain hazard
ous waste sites, antitrust proceedings, personal injury and other civil actions, as well as other
claims and disputes that could result in additional litigation. While the resolution of any mat
ter may have an impact on the financial results of the period in which the matter is settled,
management believes that the ultimate disposition of each of these matters will not have
a materially adverse effect upon the business or consolidated financial position of the
Company.
The Company is not able currently to purchase liability insurance in amounts or upon terms
that have been available to it traditionally. This development, while not unique to the Com
pany or its industry, is expected, at least in the near-term, to have adverse implications on
the Company’s costs of doing business.
On October 1, 1985, the Company’s existing umbrella liability coverages expired, and the
Company was forced to accept substantially reduced policy limits effective that date.
On October 1 ,1985, the Company’s existing policy of environmental impairment liability (EIL)
insurance coverage expired. The Company exercised its option under that policy, by pay
ment of an additional premium, to continue such insurance coverage for a one-year period
starting October 1 ,1985, for claims which are made during such period which relate to events
occurring prior to October 1, 1985. In addition, in order to meet existing governmental re
quirements, the Company has been able to secure EIL insurance coverage issued by another
insurance carrier in amounts which the Company believes are in compliance with the amounts
required by federal law.
The Company is continuing its efforts to obtain additional risk-transfer insurance coverage
for certain types of risks, including umbrella liability coverage and EIL coverage from other
insurers. If the Company is unable to secure adequate insurance coverages, the Company’s
business could be adversely affected and it is possible that the Company’s net income could
be adversely affected as a result of losses sustained.

CALIFORNIA, SANTA ANA (1985)
In July 1976 the City had elected to operate a self-insured program: (1) for any liability to
City employees pursuant to the Workers Compensation Laws of the State of California,
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(2) for employee’s group medical insurance and (3) for liabilities which may arise out of claims
filed against the City for damages caused by City employees, equipment, or property. The
City has entered into contracts with service agents who supervise and administer these pro
grams and act as representatives of the City. The service agents for the workers compensa
tion and general liability programs estimate total losses for each claim and determine reserve
requirements. In the employee group insurance program, total current losses are estimated
based upon experience. Unpaid estimated losses are accrued in the year of the loss as an
obligation of an internal service fund. Charges are made to departments on an equitable basis.
The risks self-insured under these programs are: workers’ compensation and employer’s
liability losses under the state law up to $100,000 each occurrence and losses arising out
of claims against the City for damages caused by City employees, equipment, or proper
ty up to $250,000 each occurrence. In addition, at June
the City was self-insured
for total claims in excess of $5 million up to $10 million and in excess of $20 million up
to $25 million and for total claims in excess of $50 million. The $5 million hole between
$20 and $25 million has subsequently been covered by insurance. In addition, under the
employee group medical program, the City pays all losses of the self-insured program
up to $30,000 per person. The City carries paid insurance to cover the claims and pay
benefits to employees participating in the "clinic” plans.

MEDALIST INDUSTRIES, INC. (Excerpt from Management’s Discussion and Analysis
(MD&A))
Effective November 1 , 1985, the Company was unable to obtain product liability insurance
which it considered economically justifiable for the majority of its product lines. The Company
has already been self-insured for a significant portion of its product liability claims since
November 1 ,1976. Since then, the Company’s self-insured retention had increased from an
initial $500,000 to $1,500,000 last year. This year, the best available quote the Company was
able to obtain would have increased the self-insured retention to $3,000,000. This figure was
many times the average amount of settled claims and costs of defense for the past nine years.
Furthermore, the cost of the insurance above the high retention level was another 35% of
the face amount of the insurance The Company felt the purchase of the insurance was not
economically justifiable and elected to become completely self-insured.
In the last ten years, the Company has discontinued or disposed of many product lines
involving substantial risk of product liability suits. Included are gymnastic equipment, tram
polines, football protective equipment, water skis, life jackets, and grandstand seating.
Although there is no guarantee that suits will not arise in the future from some of these
discontinued products, the risk of this happening diminishes with the passage of time.
At the present, the Company has no open suits or claims related to any of the abovenamed high-risk products.

PETROLITE CORPORATION (1985)
The Company’s general and products liability insurance coverage in excess of $2 million,
with a lim it of additional liability of $95 million, expired on November 1, 1985, and could
not be renewed. The Company is currently self-insured for the entire risk above $2 million.
The present lack of available liability insurance coverage is attributable to a current in
surance industry attitude toward liability insurance coverage in general and specifically
to the chemical industry. The present situation does not reflect any company record of
unfavorable claim experience or perceived future exposure Petrolite's historical claim losses
have been negligible. The Company continues to pursue higher coverages and anticipates
that larger levels of liability insurance may become available over the next year, but at
substantially higher than historical premiums.
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SQUIBB (1985)
The Corporation’s comprehensive general liability insurance coverage (which includes
product liability insurance coverage) with respect to insured events occurring after
December 31, 1985, is substantially less than the amount of that insurance available in
the recent past. Consequently, the Corporation is now predominantly self-insured. The
reduction in insurance coverage reflects trends in the liability insurance field generally and
is not unique to the Corporation.

UNITED STATES STEEL CORPORATION (1985)
Insurance— For the most part, the Corporation does not insure for property and casualty
losses. Insurance is provided for catastrophic casualty and certain property exposures,
as well as those risks required to be insured by law or contract. Costs resulting from nonin
sured losses are charged against income upon occurrence.
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APPENDIX B

Relevant Accounting Literature
Accounting literature contains discussions of disclosure of noninsurance, though such
disclosure is not currently required.

FASB Statement No. 5
Statement No. 5 states explicitly that it does not require disclosure of risks not insured
but that it does not discourage such disclosure:
A number of respondents to the Exposure Draft inquired as to whether it is the Board's
intent to require disclosure of noninsurance or underinsurance. Some recommended that
the Board require disclosures with respect to uninsured risks that enterprises ordinarily
insure against. Others said that they were unable to define risks that would ordinarily be
insured against because the insurance practices of enterprises are so varied. Because
of the problems involved in developing operational criteria for disclosure of noninsured
or underinsured risks, this Statement does not require disclosure of uninsured risks. However,
the Board does not discourage those disclosures in appropriate circumstances. (para
graph 103)

The Statement does, however, require disclosure of certain kinds of contingencies:
If no accrual is made for a loss contingency because one or both of the conditions in
paragraph 8 are not met, or if an exposure to loss exists in excess of the amount accrued
pursuant to the provisions of paragraph 8, disclosure of the contingency shall be made
when there is at least a reasonable possibility that a loss or an additional loss may have
been incurred. The disclosure shall indicate the nature of the contingency and shall give
an estimate of the possible loss or range of loss or state that such an estimate cannot
be made. Disclosure is not required of a loss contingency involving an unasserted claim
or assessment when there has been no manifestation by a potential claimant of an
awareness of a possible claim or assessment unless it is considered probable that a claim
will be asserted and there is a reasonable possibility that the outcome will be unfavorable.
(Emphasis added) (paragraph 10) (Footnote reference omitted)
After the date of an enterprise’s financial statements but before those financial statements
are issued, information may become available indicating that an asset was impaired or
a liability was incurred after the date of the financial statements or that there is at least
a reasonable possibility that an asset was impaired or a liability was incurred after that
date. The information may relate to a loss contingency that existed at the date of the finan
cial statements, e.g., an asset that was not insured at the date of the financial statements.
On the other hand, the information may relate to a loss contingency that did not exist at
the date of the financial statements, e.g., threat of expropriation of assets after the date
of the financial statements or the filing for bankruptcy by an enterprise whose debt was
guaranteed after the date of the financial statements. In none of the cases cited in this
paragraph was an asset impaired or a liability incurred at the date of the financial statements,
and the condition for accrual in paragraph 8(a) is, therefore, not met. Disclosure of those
kinds of losses or loss contingencies may be necessary, however, to keep the financial
statements from being misleading. If disclosure is deemed necessary, the financial
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statements shall indicate the nature of the loss or loss contingency and give an estimate
of the amount or range of loss or possible loss or state that such an estimate cannot be
made. (Emphasis added) (paragraph 11)

Those disclosures, however, relate to loss contingencies that “ may have been in
curred,” either by the reporting date or before issuance of the financial statements,
and not to losses that have not yet been incurred.
To emphasize that, the Statement refers to the historical rather than predictive nature
of financial reporting:
Financial accounting and reporting reflects prim arily the effects of past transactions and
existing conditions, not future transactions or conditions. For example, paragraph 35 of
APB Statement No. 4, “ Basic Concepts and Accounting Principles Underlying Financial
Statements of Business Enterprises,” states:
Financial accounting and financial statements are prim arily historical in that information
about events that have taken place provides the basic data of financial accounting and
financial statements. (Emphasis added) (paragraph 67)

Loss contingencies under Statement No. 5 include risk of possible losses related
to product warranties and product defects, risk of loss by fire, explosion, or other hazards
(paragraph 3), and risk of loss from injury to others, damage to the property of others,
and business interruption (paragraph 29).
Statement No. 5 concludes that the absence of insurance at the date of an enter
prise’s financial statements does not mean that an asset has been impaired or that
a liability has been incurred:
At the date of an enterprise’s financial statements, it may not be insured against risk of
future loss or damage to its property by fire, explosion, or other hazards. The absence
of insurance against losses from risks of those types constitutes an existing condition in
volving uncertainty about the amount and tim ing of any losses that may occur, in which
case a contingency exists as defined in paragraph 1. Uninsured risks may arise in a number
of ways, including (a) noninsurance of certain risks or co-insurance or deductible clauses
in an insurance contract or (b) insurance through a subsidiary or investee to the extent
not reinsured with an independent insurer. Some risks, for all practical purposes, may be
noninsurable, and the self-assumption of those risks is mandatory. (paragraph 27) (Foot
note reference omitted)
The absence of insurance does not mean that an asset has been im paired or a liability
has been incurred at the date of an enterprise's financial statements. Fires, explosions,
and other similar events that may cause loss or damage of an enterprise’s property are
random in their occurrence. With respect to events of that type, the condition for accrual
in paragraph 8(a) is not satisfied prior to the occurrence of the event because until that
tim e there is no dim inution in the value of the property. There is no relationship of those
events to the activities of the enterprise prior to their occurrence, and no asset is impaired
prior to their occurrence. Further, unlike an insurance company, which has a contractual
obligation under policies in force to reimburse insureds for losses, an enterprise can have
no such obligation to itself and, hence, no liability. (Emphasis added) (paragraph 28) (Foot
note reference omitted)

It states a similar conclusion about an enterprise’s decision not to buy insurance
against risk of loss that may result from injury to others, damage to the property of
others, or business interruption. (paragraph 30)
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Statement No. 5, however, requires disclosure of certain loss contingencies, though
the possibility of loss may be remote:
Certain loss contingencies are presently being disclosed in financial statements even though
the possibility of loss may be remote. The common characteristic of those contingencies
is a guarantee, normally with a right to proceed against an outside party in the event that
the guarantor is called upon to satisfy the guarantee. . . . The Board concludes that
disclosure of those loss contingencies, and others that in substance have the same
characteristic, shall be continued. (Emphasis added) (paragraph 12)

But it does not require disclosure of general or unspecified business risks. (para
graph 14)

FASB Statement of Financial Accounting Concepts No. 1
FASB Statement of Financial Accounting Concepts No. 1 states that an objective for
financial reporting should be to provide information to help users assess an enterprise’s
cash flows:
Financial reporting should provide information to help present and potential investors and
creditors and other users in assessing the amounts, tim ing, and uncertainty of prospec
tive cash receipts from dividends or interest and the proceeds from the sale, redemption,
or maturity of securities or loans. The prospects for those cash receipts are affected by
an enterprise’s ability to generate enough cash to meet its obligations when due and its
other cash operating needs, to reinvest in operations, and to pay cash dividends and may
also be affected by perceptions of investors and creditors generally about that ability, which
affect market prices of the enterprise’s securities. Thus, financial reporting should provide
information to help investors, creditors, and others assess the amounts, timing, and uncer
tainty of prospective net cash inflows to the related enterprise. (Emphasis added) (para
graph 37) (Footnote reference omitted)
Financial reporting should provide information about how an enterprise obtains and spends
cash, about its borrowing and repayment of borrowing, about its capital transactions, in
cluding cash dividends and other distributions of enterprise resources to owners, and
about other factors that may affect an enterprise's liquidity or solvency. (Emphasis added)
(paragraph 49)
Financial reporting should include explanations and interpretations to help users under
stand financial information provided. For example, the usefulness of financial information
as an aid to investors, creditors, and others in forming expectations about a business enter
prise may be enhanced by management’s explanations of the information. Management
knows more about the enterprise and its affairs than investors, creditors, or other “ out
siders” and can often increase the usefulness o f financial information by identifying cer
tain transactions, other events, and circumstances that affect the enterprise and explain
ing their financial im pact on it . . . . Moreover, financial reporting often provides informa
tion that depends on, or is affected by, management’s estimates and judgment. Investors,
creditors, and others are aided in evaluating estimates and judgmental information by ex
planations of underlying assumptions or methods used, including disclosure of signifi
cant uncertainties about principal underlying assumptions or estimates. (Emphasis added)
(paragraph 54)
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Securities and Exchange Commission Rules
Item 303 of Regulation S-K relating to MD&A requires the following information, which
exceeds the requirements of GAAP:
•

Liquidity. Known trends or demands, commitments, events, or uncertainties that
will result in or that are reasonably likely to result in material increases or decreases
in liquidity.

•

Capital Resources. Known material trends in capital resources.

•

Results of Operations. Known trends or uncertainties that have materially affected
or that are reasonably expected to materially affect income from continuing
operations.

In addition, Regulation S-K encourages but does not require reporting entities
to disclose forward-looking information relevant to a full understanding of their past
and anticipated operations.
Regulation S-K also requires registrants in initial public offerings to include discus
sions of high-risk factors that may be due, among other things, to the nature of the
current or proposed business.

Statement of Position (SOP) — Medical Malpractice Claims
SOP 87-1 on medical malpractice claims applies to health care providers, which are
generally affected substantially by such claims. Accordingly, disclosure of the entity’s
malpractice coverage may be more significant to an understanding of its financial
statements than similar disclosures for other kinds of reporting entities. The SOP recom
mends that a health care provider disclose, among other things, its program of malprac
tice coverage. (paragraph 29)
Some health care providers may have set up risk management programs to reduce
their exposure to malpractice claims, as discussed in paragraph 9 of the SOP However,
the extent to which risk management programs lessen the need to disclose risks is
not considered in the SOP.
Some entities may buy claims-made policies rather than occurrence-basis in
surance. The SOP states that reporting entities that buy claims-made insurance have
not transferred risk for claims and incidents not reported to the insurance carrier dur
ing the terms of the policies. (paragraph 43)
Arrangements with a captive insurance company may be complex, requiring
analysis to determine whether there has been risk transfer. (paragraph 57)
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